\Q:} Progress Energy

October 23, 2008

The Honorable Charles Terreni

Chief Clerk/Administrative

Public Service Commission of South Carolina
P. O. Drawer 11649

Columbia, South North Carolina 29211

RE: Motion for Waiver of Commission Rule 103-331
Dear Mr. Terreni:

Please find enclosed for filing Progress Energy Carolinas, Inc.’s Motion for
Waiver of Commission Rule 103-331.

Very truly yours,
Len S. Anthony, General Counsel
Progress Energy Carolinas, Inc.
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Progress Energy Service Company, LLC
P Box 1551
Raleigh, NC 27602



STATE OF SOUTH CAROLINA
BEFORE THE PUBLIC SERVICE COMMISSION

DOCKET NO. 2008-__-E

In the Matter of: )

) PROGRESS ENERGY
Progress Energy Carolinas, Inc.’s ) CAROLINAS, INC.’S MOTION FOR
Motion for Waiver of Commission ) WAIVER OF COMMISSION

)

Rule 103-331 RULE 103-331

Pursuant to the Public Service Commission of South Carolina’s (“the
Commission”) Rules 103-819, 103-820, 103-829 and 103-331, Carolina Power & Light
Company d/b/a Progress Energy Carolinas, Inc. (“PEC”) moves the Commission for a
waiver of Rule 103-331 and for permission to obtain a security deposit or other form of
payment assurance from its customer Pilgrim’s Pride Corporation (“Pilgrim”). In support
thereof, PEC shows the following:

1. PEC is an electric utility incorporated in the State of North Carolina
authorized to conduct business and provide electric service to the citizens of South
Carolina. PEC generates, transmits, and distributes electric service in its service
territories in North and South Carolina. Its principal office is located at 410 South
Wilmington Street, Post Office Box 1551, Raleigh, NC 27602.

2. The attorney for PEC, to whom all communications and pleadings should
be addressed, is:

Len S. Anthony

General Counsel

Progress Energy Carolinas, Inc.
Post Office Box 1551, PEB 17A4

Raleigh, North Carolina 27602
(919) 546-6367
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3 Pilgrim is a large industrial customer served by PEC located in Sumter,
South Carolina. Its average monthly electric bill is in excess of $440,000. PEC currently
does not have a security deposit or any other form of payment assurance associated with
Pilgrim’s account.

4. As explained in the attached Wall Street Journal article dated October 17,
2008, Pilgrim is in severe financial difficulty. It suffered a $53 million loss in the third
quarter of 2008 and expects to report a “significant loss” for the fourth quarter of 2008.
As the article notes, there is some speculation that it may be forced to file for bankruptcy
in the near future.

5. Pursuant to the laws and regulations of North Carolina and Florida, PEC
has requested and received from Pilgrim security deposits or other forms of payment
guarantee with regard to Pilgrim’s operations in North Carolina and Florida. PEC has
requested such a payment guarantee or other form of payment assurance from Pilgrim
with regard to its South Carolina operations. However, Pilgrim has refused to provide
such payment assurance explaining that its providers of letters of credit or other
guarantees have refused to provide any such further payment assurances.

6. Commission Rule 103-331 only allows an electric utility to require a
customer to provide a deposit if the customer’s past payment record shows delinquent
payment practice or the customer is currently delinquent in payments. Pilgrim’s payment
history does not reflect any such delinquent payment practices and its account is
presently current. Therefore, PEC cannot require Pilgrim to provide a security deposit or

other form of payment assurance as a condition of continued service.
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8 Given Pilgrim’s publicly documented financial distress as well as
information obtained by PEC through its consultation with various credit rating agencies,
it is imperative that PEC obtain proper payment assurances in the form of a security
deposit from Pilgrim’s with regard to its South Carolina operations. If Pilgrim is unable
to pay its monthly electric bills, the unpaid delinquent balance could easily exceed $1
million. PEC’s remaining customer body would ultimately be responsible for the
payment of this uncollectible receivable. Therefore, it is in the best interest of PEC and
its customer body to properly secure the Pilgrim account.

8. The urgency and reasonableness of this request if confirmed by PEC’s
recent experience with another large South Carolina industrial customer. Blumenthal
Mills in Marion recently declared bankruptcy. They have an existing one month billing
balance of $205,376.23. Their account was current with no delinquent payment practices.

WHEREFORE, PEC moves the Commission for a waiver of Commission Rule
103-331 and authority to require Pilgrim to pay a security deposit in the amount of two
months’ average monthly bill as a condition for the continued provision of electric
service by PEC to the Pilgrim’s Pride facility located at Sumter, South Carolina.

Respectfully submitted this 23 day of October, 2008.

PROGRESS ENERGY CAROLINAS, INC.

-

A,{?M ;! 7-/{//!/ L s ,//ﬁh f/fw
Len S. Anthony /
General Counsel
Post Office Box 1551, PEB 17A4
Raleigh, North Carolina 27602
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Debt Woes,
Feed Costs
Come Home
To Roost
At Pilgrim

By LAUREN ETTER
AND JEFFREY MCCRACKEN
Two years ago, Lonnie “Bo”

Pilgrim fulfilled what he be-
lieved to be a mission from God:
He bought rival Gold Kist Inc. for
€1.1 billion and turned his Pil-
arim’s Pride Corp. into the

world’s largest chicken com-

pany.
Today ﬂlEBO‘FCdr-OldM}: Pl}r

le debt load, Pilgr
saw a $53 million fi sf:ai—
.uarter Ioss. It expects to

fourth quarter.
Amid a near-frozen credit
market, Pxignms I’nde n@w

-mmgrhatrhig;‘rthavé- eefim
feasible during the era of easy
creth just two years ago. But

mtten alot magher abau:t lend-
ing. Compounding its difficul-
ties, some suppliersare demand-
ing new payment terms, such as
payment on delivery or even in
advance.
The company may yet pre-
Please tumn to page A8
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industry to rébﬂund by
it cuts productim and chicken
pricesrise. The cyclical nature of
the agricultural business is one
reason why lenders in the sector
tend to be more lenient—an-
other factor in Pilgrim’s Pride’s
favor.

Butifthe company can't raise
money or extract concessions
from its lenders; it could be
forced to seek bankruptey-court
protection, saytwopeoplefamil-
iar with the matter. Sucha filing
could be used to help expeditea
sale of the compam, |
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m Esbhde&?ﬁa d to comment. Indus-

= Chicken

e G BRI (e e i ] I ot o 2

1 2007

2008

Hote: G fubyres prices on Chicago Geard of Trade, front-manth contract; Georgia Dach
quoted prices for boneless, skintess chicken bradst

Sources. T Themson Reuters via WSJ Markst Data Groug {coml,
Gededia Departmant of Agriculiure (chicken)

heradqum'tem of Pilgnms. Pride.

vlives in a French-style
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de is analyzing
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Lty plants and some
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have been made, say two people
amiliar withthe matter. Twopo-
s are Tyson Foods
Mexican chicken-
rmdustrias Ba-

co didn’t return calls

thséﬁ ¥ seltas much as §1 bil-
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Many “industry p}awrs are los-
ing a lot of money,” say. ‘Mike
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For Mr. Pilezrim and his conr
pany, time is running short. Pil-
griny's Pride has until Oct. 28 to
negotiate a deal with lenders.
Also looming is a $25.7 million
bond payment that's due next
month.

Some investors have lost con-
fiddence in Pilgrin’s Pride. which
employs about 50,000 peoia[e
across the Southand Southwest.
Its ghares were trading at $3.23
Thursday, down from $33 a year
ago. Pilgrim’s Pride has bor-
rowed $550 million through twe
separate bond issues. One class




‘of bonds new trades at around
139 cents on the dollar, a level at
which investors believe adefault
is as likely as nat, according to
data supplied by Robert W. Baird
‘& Co., a Chicago investment
‘pank. The other class of bonds
has traded slightly higher at
around 54 cents on the dollar
partly in response to Sander-
son's statement it was looking
for acquisitions, according to
Standard & Poor’s.

Like most companies in the
poultry industry, pilgrim’s Pride
has been squeezed between ris-
ing prices for food—principally
corn—-and falling prices for
chicken because of a glut in the
market. The company says its
feed-grain prices will increase
by -$900 milljon this year,
though they could drop next
year. The wholesale price for
boneless, skinless chicken
breasts, meanwhile, has
dropped to about $1.22 a pound
now from about $1.45 a year ago.

The economic downturnis ex-
acerbating the situation as con-
sumers cut back on dining out.
“Thal’s weakening demand for
chicken at restaurants and fast-
food chains. “These are unprece-
dented times for the poultry in-
dustry,” says Adriaan West-
strate, head of Rabobank
Growp’s Eastern US. corporate-
food and agribusiness lending.
-+ Also in the mix: Pil '5
“Pridesheavy debt load. In addi-
tiofrto paying $1.1 billion—much
of it borrowed- -to acquire Gold
Kist, the:company took on $144
million of Gold Kist debt. That
loft Pilgrim’s Pride with a10-to-l
debt-to-earnings ratio, con-
pared with about 4-to-1 at Ty-
son, according to Moody’s Inves-
tors Service. Moody's lowered
Pilgrim's credit rating late last
month to B2, four notches below
Tyson’s, and has it under review
for a further downgrade

At the Lime of the Gold Kist
purchase, Mr. Pilgrim, a devout
man, said that the “Lord had fore-
ordained the deal.” In the 2007
second editionofhis autobiogra-
phy, “One Pilgrim’s Progress,” he
wrote: ] figured that if the Lord
wanted s to sueceed, He would
help us find the credit.”

Back then, eredit came easy.
The company was able to get il =
nancing for the deal through Leh-
man Brothers Holdings Tnc. and
Colorado-based CoBank. But
now many industry analysts say
Pilerim’s Pride paid the Wrong
priee for Gold Kist at the wWrong
timies

t
‘banks. It blamed high

~In 2006, right around the
time of the acquisition, the price
of grain began climbing in tan-
dem with growing demand for
both grain and corn-based etha-
nol, By June 2007, corn-futures
prices had increased to more

than $4 a bushel, 30% higher

than the previous year. Over the
next year, corn's price fluctuated
wildly, making it difficult for
businesses to bet on the direc-
tion of grain prices. The volatil-
ity caught Pilgrim’s Pride off
guard.

This past June, corn-futures
prices on the Chicago Board of
Trade hit'near $8 a bushel on
fears that flooding in the Mid-

_west would damage crops. Wor-

ried that prices would go even
higher, Pilgrim’s risk-manage-
ment team locked in some feed
prices while corn was trading at
around $8 a bushel.

That turned out to be a bad
bet. As the economy weakened
and the damage from the floods
turned out to be less extensive
than expected, corn prices re-
treated to about $5 a bushel.
Nonetheless, Pilgrim’s was stuck
paving the higher price forafew
months.

As the end of the company’s
fiscal fourth gquarter ap-
proached, the sitnationhad dete-
riorated. Late on the afternoon
of Sept. 24, the company’s stock
plunged 38% before heing halted
amid rumors of looming finan-
cial difficulties.

The next morning
the company gave its
warning of a fourth-
guarter loss to inves-
at the hehest of its

feed costs, weak
chicken demand and
bad bets on the corn
market. That day Pil-
grim’s stock tumbled
40% to $3.84 a share.
The stock has since
traded between $2 and
$4, and suppliers have tightened
their payment terms.

Late last month, Pilgrim’s

.Priﬂe'hired Bain & Co. to restruc-

ture its operations and Lazard
Ltd. to refinance the business
and negotiate with lenders.
“Particularly in this market,
jenders are less willing to pro-
vide incremental liquidity to let

a business operate and keep in-

curring losses,” says Michael
Henkin, co-head of Jefferies &
Go’s recapitalization and ve-
stracturing gioup, which sw't in-
volved in the Pilgrim'’s Pride ne-

Lonnie ‘Bo’
Pilgrim

gotiations. In addition, banks
are asking for interest rates that
are substantially higher than
they were a year ago.

Already Pilgrim’s Pride has
laid off more than 2,000 workers
and shut down production and
distribution facilities across the
South. Further cuts or asset
sales are likely to require the
backing of Mr. Pilgrim himself,
who remains deeply involved in
the company. He retired as the
company’s chief executive in
1098 after holding that position
for 30 years, and was chairman
of the board until last year.

Since then, he has held the ti-
tle of senior chairman of the
board. Together with his wife, Pa-
tricia, and son, Lonnie Ken, Mr.
Pilgrim controls 62% of the vot-
ing power of the company’s
shares outstanding, meaning he
helps choose managers and
steer the direction of the com-
pany. As a member of the com-
pensation committee, he also
recommends salaries and bo-
nuses, including his own.

Last year, as corn prices were
soaring, the compensation com-
mittee awarded hima 6% raise to
a base salary of $1.5 million. Mr.
pilgrim’s total compensation
last year, including bonuses, was
$3.2 million, more than double
the compensativnpackage of the
CEQ.

In addition, he earned
$895,000 in fees for growing
company-owned chick-
ens to full size on his
farm. Other company ex-
geutives also grow
chickens for Pilgrim’s
Pride, essentially act-
ing as contractors.

Inits filings, the com-
pany says these transac-
tions are “on terms sub-
stantially the same as
contracts we enter into
with unaffiliated par-
ties.”

pilgrim’s  Pride
wouldi’t comment on Mr. Pil-
grim’s compensation. Mr. Pil-
grim, who taught Sunday school
classes for decades, recently dis-
closed what he calls his 60-sec-
and business plan to students at
Howard Paync University in
prownwoaod, Texas.

““it’s the plan we use at our
company,” Mr. Pilgrim told the
students, according to local
press accounts. “God, first. Fam-
ily, second, Company, third. And
sales, fourth.”

—Joel Millman
contributed to this article.



